
cwt-iers 10 accoLiiit lor ai id keep their ~elecotninunic3iions plant accounts at original cost." I n  
norif! inp carriers that they should ~ i o t  adopt SFAS 144, the Comniission concluded that "SFAS 
I41 h w l d  no t  he iinplcmcntcd for federal accounting purposes unless a rulemalting i s  
completed to modif) wr currcnt rules to accommodate new accounting."ih This conclusion was 
based o n  the Commission's finding that i t s  rules "do not provide a method to wr i te down the cost 
df an asset o r  group orassets that \+rill continue in use as required h y  SFAS l44.."' 

Despite tlie Commission's conclusions and findings in itsSF,4S I44 Order. Qwest believes that 
\ , v a i w r  of Section 3?.2000(d)( I )  is necessar-y and appropriate to comply with the Commission's 
depreciation waiver requirements. Moreover, @vest i s  o f  the opinion that waiver o f  this section 
basicall). ovcrcomcs tlie prohlcms that caused tlie Commission to order LECs not to adopt SFAS 
144. The Commission should also keep in mind that any issues associated with complying w i t h  
SFAS 144 requirements are not expected to arise wiih regularity. ' h i s  i s  both due to SFAS 
144's t-equirements for  recording impairments and the nature of Qwest's regulated 
telecommunications business. 
iridustrj since S E 4 S  I 4 4  went into efiect Jbr financial reporting puiposes in 2001. Qwest has not 
rccorded an) i inp i rn ients  for regulaied assets that continue in use (?.e.. for financial reponing 
put-poses) tior docs i t  anticipate recot-ding any inipairments i n  the foreseeable future." 

\Vliile the Conimissiciii i s  ccirrect that  there at-e conflicts between SF4Ss 143 and 144 and i ts Part 
? 2  rules. these c o n f l i c t s  can he a\oided b) waiving the Part .?2 pi-ovisions that Qwcst has 
speciiied in  i ts  perition. l'iirtlieriiiot-e. in granting Qwest's w i w r  petition. the Commission 
should rcqtiii-c adoption iil'SF 4 5  14.3 and 144 (its i s  allowed under the  C:ornmission's SFAS 113 

l i  
Thus. even with all the turmoi l  in the telecotnniunications 

' j l  C.F.U, e :::,z 
" .?FA.? 114 Order. I 8  FCC Rcd a1 I OOi15-06 1; 4. 
1 -  I d  

' ' "\n example o f  one of t l ie  rwc imp;iii-mciits that Owest l ias recognired o n  i ts  financial hooks i s  
asociated with the 2002 Winter Olympic Games wl i i ch  nei-e held in  Salt Lake City. Utah. I n  
that  instance. ()\\est installed signilicant m o u n t s  ol'regulated plant that could not he relocated 
o r  re-used after the conipletion of t he  M'iiiter Ol!'mpic Games. Nor was i t  likely that the value o f  
these assets would hc rccovcrcd from ftiiure cash i l o ~ s .  Therefore. Qwest recognized that these 
as5ets \here impaired and reflected th i s  impairment o n  i i s  financial boolis. 

I '  Owest a c I m n +  Idgc i .  i i ' t l i is  pcti l ion i s  yai i ted.  that iii certain instances i t s  regulated accounts 
iiia! tic Io i i yx  reflect the m-igitial costs of' i t s  a YIS. Howe\;ei-. Owest i s  c,ttlie opinion that the 
: i t i i i i t i t i t s  rccoi-tied aftrr :I grcitit of it? waiver pe 
ccti t ioinic realit! (that is  one oftlir ipriinar? reasons that  the Financial Accounting Standards 
h a r d  adopted SF.-ZS 142. 131 a i d  144). t i ir iherniore. the role ofcosts iii senci-al ( i .e..  either 
..ot-iginal-- costs or an!' iiilicr cobis) has hccn gi-catly dii i i i i i isl ied in ioday's price cap environment 
\ ~ I C L I S  t l ic rolc (if costs uiider m e  h x e  trxc-of-rcitit-ii I-cgulatitin. Listl),. as inored bclow. the 
;ilics that Q w s t ' h  cuskinien pa! \I ill he u n a f k t e d  h y  a grant ofQ\\eSt's petition. 

ioii will he a inore ac~t i ra te depiction of 



I . " '  R!. doing so, the Commission will avoid conflict with its SFAS 113 and ill 
Ode- that  prcsmw all of the Ciimmirsion's Part 32 rules remain in force. which will not he true 
\\it11 respect to Qwest if its petition for waicer is granted. 

Potential Rate ltnnacrs 
While Commission stafrhas n o t  inquired about potential rate impacts. it is \vor:li noting that 
he re  will not he any with a grant of Qwest's petition. In fact. as noted above. the waiver criteria 
ihai the Commission adopted in the C.STA Depwciution Order for price cap LECs preclude rate 
changes by requiring petitioners to "forego[] the opportunity :o seek recovery of the write-off 
through a low-end ad,iusument. an exogenous cost adjustment, or an above-cap filing."" Thus. 
there will he n o  rate changes uith a grant of Qwest's petition --but waiver will allow Qwest to 
avoid compl!ing \ sd i  depreciation and other costly Commission rules that are 110 longer 
ineaningfiil under price cap regulation. 

';ummarv 
In it.; peiition. Q w x t  on11 asked for waicer of the Part 32 rules that are necessary to comply with 
h e  Corn in issioti ' s requirements for  \\,ai\, ing its depreciation prescription rcq u irements. Qwest 
h?lie\'es that it has satisfied tlie C~immission's xvaivcr requirements and that any potential 
conllicts hetween a grant of its lietition and ( l ie  Commission's outstanding rules and orders can 
ht. aioided as discussed ahwe .  

Please contact me on 2(12-32'1-3 I22 il" you tiave an? further questions. 

Sincerel!, 

s Ed H e n n  



De p reci at 
Net Book Cost Calci 

on Waiver Request 
latiori - Part 32 Variance from GAAP 

Description Part 32 Section FCC Requirement GAAP Requirement 

203; 

.~ 
' I  

Qwest . -  
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Spiri t  of  Service'" 

Qwest 
607 i d "  street NW suite 950 
Washington DC 20005 
Phone 2024293122 ~~ ~~~ 

Fax 202,2Y3 0561 

Ed Henry 
Director ~ Finance 

EX PARTE 

Filrd elrcironicuih- viu ECI:,S 

Julie 1 .  2006 

Ms. hlarlene I+. Doitch 
Secretary 
Federal Comniunications Cominission 
445 I 2"' Street SM: 
Washington. Dc' 20554 

Re: 117 /he .Iluricr. of Pcririon of ( )~ i ,e . s i  Cor-i)oru/ion,fiJr TVuiller of Dejmciufion Regulurion 
h m m r  io 1 7  C.F.R. ." Z.3 - M'C Docket No. 05-259 

Dear Ms. Dorxli: 

O n  \la! 3 I .  2006. Ed l~lenr> atid Melissa Ne\vman of Owest: met wit11 Steve Mort-is. Don 
rcus Mailer arid Tamara Pi-eiss ofthe Wireline Competition Bureau to discuss the 

abo\.e-captioned Petition For M;aiver. Durinz the meering. Qwest discusscd the waiver approval 
piremetit for several CFR Part 32 sections that affect the calculation of depi-eciation rates and 

net book costs. 

T h e  attached documents Mere used to bcilitate the discussion 

S i  ncr re1 y . 

s. t d  Henr? 

.4lidchlnents 

c'c9py \ ia ei~iail to: 
Stew Morris 
D o n  Stockdale 
"\arcus Mailer 
Taniara Preiss 

. ..... ,.. ._.. .~.I_._..... .I_.____.~-..I.- I . _. . - 



Owest Depreciation Waiver Petition 
Hypothetical Impact of SFAS I 4 3  Adoption 

Telephone Pole Investment Example 

Depreciation Parameters 
Esllmaleo U S P W  Llf f  
Esl,n;aleti Re"lOv.3 COS! 

Esl inaled Salbage Value 
Ne! salvage 

Depreciation Rate Calculation 
OI,. IC :le ieca*ved 

Assumptions 
ti of Foles F u r A w a  
COS! per POI€  

T O W  Pole Crrs' 
Inslailal~"" 

Total Gross Investment 

24 24 
-75% -75% 

5 Yib 5% 
-700/0 -70% 

170% 100% 
, omr  ~ i u u r e  Ne, Salvage i o m  

Reg"lat0V 

500 E 
10.1100 E 10,000 
2,000 E 2.000 

12.000 I 12,000 

annual Depreciation Reserve S 850 [ I 



a 



Depreciation Waiver Request 

3 Background 

3 Waiver Conditions 

3 Affected Part 32 Sections 

3Adjus tmen t Ca Icu Iati on 

3Review of lnfor nation Prov ded 

2 



Depreciation Waiver Request 
Background 

9 1998 Biennial Review - Depreciation 
3 USTA petition for forbearance 
> FCC response - 'USTA Depreciation Order' 

i Denied USTA's request 
> Reduced some filing requirements 
i Established waiver process 

i20QO Petition Of Price Cap LECS (except Qwest) 

>Requested depreciation relief but did not agree to 

3FCC denied request but re-affirmed waiver conditions 
satisfy all conditions as stated 

3 



Depreciation Waiver Request 
Conditions 

In its response to the USTA forbearance request, 
the FCC established the following conditions that, 
if met, would satisfy the requirements for a waiver 
of the depreciation rules. 
1. 

2. 

3. 
4. 

5. 

Adjust the net book costs on regulatory books to the level 
reflected on financial books through a below-the-line 
write-off 
Use the same depreciation factors and rates for both 
regulatory and financial accounting purposes 
Agree io not seek recovery of the write-off 
Aqree to submit information concerning depreciation 
a Cco u n t s 
Comply with section 1.3 - Commission's traditional waiver 
standard 

t 

Q w e s t.-u* 
SPli,, O f  ServlCe 

4 



Depreciation Waiver Request 
Affected Part 32 Sections 

The following sections of Part 32 affect the calculation of 
net book cost and depreciation reporting: 
i 32.3000(g) and (h )  - Calculation of depreciation rates and 

9 32.2000(a)(2) and 32.7100(a) - Proceeds from customer 

i 32.2000(d)(I) - Accounting for plant in service at cost 
;. 32,20OO(g)(2)(ii) and 32.3100(c) - Accounting for asset 

> 32.6720u) - Shut  term disability costs 
i 32.2007 - Goodwill 

> 32.27 - Asset transfers between affiliates 

amortization 

initiated construction projects 

retirements and cost of removal 

i 43.43 - Depreciation reporting 
." .... ;i 

*i ~.~ 
Q w e s t.-'b. 

SP,,,l O f  S e r v l i c  

5 



Depreciation Waiver Request 
Net Book Cost Calculation - Part 32 Variance from GAAP 

Description Part 32 Section 

i,"rr*ds /,om 6oec12 ccrStruCllon Dro,erli z O ~ ~ o i i 1 1 2 :  '13018i 

2: 

GAAP Reouirement 



Depreciation Waiver Request 

Net Plant 
Financial Reporting 

Date $ 1  

Atigust 31, 
2005 $14,965 748 

Calculation of the Adjustment 

Net Plant Increasel(Decrease) to 
FCC Reporting FCC Net Plant ( 2 )  

$14.584 500 $381,248 

Notes: 

1 ~ The data included iri the adjustment is an estimate based on January through June 2005 

2 - The increase to FCC net piant IS primarily due to differences in the depreciation rates that are used 
!-r regulatory 2nd financia! reporling purposss. The current FCC rates are higher than those used for 
financial reporting. The existing FCC rates were established between 1995 and 1997 when accumulated 
depreciation was much less than it is today. Since the financial reporting rates are updated annually and 
based on a higher level of accumulated depreciation, they are lower than the FCC rates. 

7 



Depreciation Waiver Req u est 
Review of Information Provided 

As part of the waiver request process, Qwest has provided the 
following: 

> Declaration stating that we will satisfy the conditions set forth by the 
Commission 

> Details of the estimated adjustment calculations 

9 Rationale for granting waiver of specific Part 32 sections that will ensure net 
book cost parity going forward 

> Specific depreciation parameters used in calculating financial statement 
ratss 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Qwest believes that if it takes the steps outlined in its petition, 
it will have satisfied all of the conditions required to receive a 

- .e waiver of the Commission's depreciation rules . ." 

8 
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Q w e  s te\*"" 
Spirit of Service" 

Qwest 
817 14'" Street NW Suile 950 
Warhingtm DC 20005 
Phone2024293120 
Fax 202 293 0561 

Melissa E. Newrnan 
Vice 0resldenl.FedwaI Regulatory 

EX PARTE 

Elertronic Filiiw vicr ECFS 

October 1. 2006 

Marlene H .  Dortcli 
Secrerav 
Federal Communications Commission 
1.15 I 2'" Street sw 
Washington. DC 20554 

Kc: In rlw .b'u//w r!f  Pe/i/ion Nf Qwesr (~'oqmrafionjbr Waiver ofDepreciarion Regulation 
Pui-suuni 10 4: C.F.K. ,6 1.3 - WC Docket No. 05-259 

D e 3  Ms. Dortch: 

On October 3:  1006. M e l i s s a  Newinan and Ed Henry of Qwest inet with Deena Shetler, Don 
Stvckdale. Am!. Bender and AI Lenis  of the Wireline Competition Bureau regarding the 
a h \  e-captioiied proceediny. 

Me discussed Q%est's ability to satisfy uaiver condition number one. M:e also discussed 
FASH 143 which was issued afler the I'CC waiver prescription conditions were set forth. The 
attached documents were used to facilitate the discussion. 

Siiicerel! 

.s i  Melissa E. Neuman 

.Ai!achtnenis ( 7 )  

C n p  to: 
Don Stockdale 
Ikcna  Shelter 
Ani! Bender 
4 I I e\\ is 

. , . . L  , ,  . . ~  ~- - . . .. . ,. ... . .  . 



Net Book Cost comparison 
Hypothetical Example 

Regulatory 
Assumptions: Books 
Qwest invests in poles 
Cost of Dole 5 500 
ii of Poles 
Total Cost of Poles 

Instailation 
Total Amount of Investment 

Depreaation Parameters 
Estimated Useful Life 
Estimated Removal Cost 
Estimated Salvage Value 

20 
$ 10,000 

$ 2.000 
$ 12.000 

24 
-75% 

5% 

Depreciation Rate Calculation 
% l o  be recovered 170% 

(100% -Net Salvage) 

Depreciation Rate 7.08% 
170% / Est Life 

Annual Depreciation Expense $ 850 

Net Book Cost Calculation -After 5 years 

Gross Piaiit r 4 1  ,,.""O nn 

Accumulated Depreciation 
Net Book Cost 

$ (4.248) 
$ 7,752 

Financial 
Books 

$ 500 
20 

5 10,000 

$ 2.000 
$ 12,000 

24 
-75% 

5 % 

100% FAS 743 lmpacf 

4.17% 
100% /Est .  Life 

$ 500 

s 12.000 
s (2.5021 
$ 9,498 



Qwest Depreciation Waiver 
Review of Condition #I 

OCTOBER, 2006 



Qwes t Depreciation Waiver 
* in the USTA Depreciation Order, the FCC set forth conditions that a carrier must meet in order to 

be granted reiief from the FCC's depreciation requirements. Conditions #1 and 2 require that a 
carrier must adjust. .. 

"!he ne1 book cosls on 1:s regulatory books to the level currently reflecied in Its financial books by a below-the- 
line write-off 
and "useis] the same depreciation factors and rates for bath regulatory and financial accounting purposes.' 

~ 

~ 

T w s i  iar. ~ . ~ ' i 2  i ons ens-re !rat  :in) c sparit! x i lneen ine oepreciaiion rsserves oc ar  I-EC s 
r:c..aor, aiio f,nanc a UOUKS IS e r!..?a:z anc ira! inese rleDrec ai on reserves s:a, l!w same 
gohg-foi%ard by using identical depreciation rates and factors. While the Commission's Order 
references a "below-the-line write-off," the Commission's intent in adopting Condition#l was to 
eliminate the disparity through a "below-the-line" adjustment - regardiess of whether It was a write- 
up or write-down - and to ensure that interstate rates were not affected by any such adjustment. 

In the same section of the order. the Commission states that: * 

Premise behind the Commission's waiver prescription process: 
Provide a means for L E C s  ro use a single set of depreciation rates for both 

regulatory and financial purposes while at the same time protecting consumers. 
.. 
,i .* ..*' .c Q we s t.'-'-"C""' 

i p , , , ,  0 ,  Service" 



Qwest Depreciation Waiver 
Qwest agreed to satisfy Condition #I as stated in its waiver petition 

Qwest provided the following example of the write-off amount in its 
original waiver request: 

(000s) Financial Reporting FCC Reporting increasel(Decrease) 
Date Net Plant Net Plant to FCC Net Plant 

January 1, 2005 16,049,186 16,049,227 (41) 
Auaust 1, 2005 14,965,748 14,584,500 381,248 

* If the waiver would have been approved effective 1/1/2005, the write-off amount 
would have been a slight reduction to FCC net plant 
As time passes, FCC net plant continues to decrease compared to Financial 
Statement net plant due to higher monthly FCC depreciation expenses 

* 

r A 2006 approval of Qwest's waiver means that the one-time adjustment will 
1 actuallv increase the FCC reported net plant 

- 1  

id Q w e s t --'- 
s p m  O f  service- 



Qwest Depreciation Waiver 
The one-time adjustment to Regulatory net plant will have 
no impact on interstate rates 
- Qwest agreed to forgo any exogenous cost adjustment associated with 

the one-time adjustment (in accordance with waiver condition #3) 

The one-time adjustment to Regulatory net plant will have 
no impact on state rates 
- All states retain their own jurisdiction over depreciation rates and 

practices 
- All five rate-of-return states within Qwest's territory prescribe their own 

depreciation lives and factors 

Regardless of whether a one-time adjustment increases or decreases Regulatory 
net plant, there is no impact on consumers. 



ATTACHMENT F 



Spirit of Service'" 

Qwest 
601 14'" street NW su,te 950 
Ili'arhingim DC 20005 
P'lonr 202 429 3123 
Fax 202 293 0561 

Melissa E. Newman 
Vice Preodent-Federal Reg~iamry 

EX PARTE 

Electronic Filing viu ECFS 

Yoveinher 17. 2006 

Marlene H. D o t ~ c l i  
Secretat? 
Federal Communications Commission 
445 I 2"' Street sw 
M'asliington. DC 20554 

Rc: 117 rhc .2 1irric.i. 0fPrtirion U / L ) I I ~ L ' . S I  <'oiporution,Jiir 1Vuiim qfDeprcciuiion Rrgulution 
P U ~ . S U L U I /  i o  4- C.I;R. ,{ 1.3 ~ M'C Docket No. 0 5 - 3 9  

Dcar 34s. Doitch: 

On Voveniher 17. 3006. M e l i s s a  Nc\\\man a n d  Phil Grate, in person? and Timothy Roucher. 
Beti! Knapp and Glenda Weihel: h! telephone. all of @vest. a n d  Jim Hannon, by phone. 
representing ()\vest. inel with Ih i  Stockdale. AI Lewis, Deena Sheller, l ay  Atkinson and Amy 
Render oI'tlir Wirri i t ie Chnpet i t ic r  Bureau regarding tlir above-cnptioncd prucrrdins. 

l'lie attached documents were used 3s the basis for discussion. 

S iricerel!.. 

.s Melissa E. Nminan 



Qwest Depreciation Waiver 

WC Docket No. 05-259 

November 17: 2006 



Qwest Depreciation Waiver Petition 
WC Docket No. 05-259 

There is no possibility of over recovery by any carrier in the federal 
jurisdiction following the adoption of FAS 143 in conjunction with the waiver 
prescription process. 
- The FCC's waiver guidelines clearly indicate that only price cap carriers such as 

Qwest can take advantage of the depreciation waiver prescription process. 
- Costs of removal that will be expensed under FAS 143 have no impact on rates 

under the FCC's price cap plan. 

Louisiana Public Service limits the scope of any FCC depreciation waiver to 
the interstate jurisdiction. 

- State jurisdictions can and will prevent Qwest from over recovering cost of 
removal charges. 
- Cost of removal is irrelevant in states that do not rely on rate-of-return regulation 

because cost of service does not determine rates. 
-- Cost of removal is relevant in states that rely on rate-of-return regulation but is 

subject to regulatory control and oversight. 


